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Instructions: 
 
1.          Number of pages:  eight (8) pages. 
2. The paper consists of four (4) sections. 
3. Each section consists of two (2) questions. 
4. Each question carries 25 marks.  
5. Answer only one (1) question from each section. 
6. Noiseless calculators may be used. 
7. Please write neatly and legibly. 
8.  Ambiguous or unsupported answers will not receive full credit. 
 
Section A 
 
Question 1  
 
a) Explain the growth in the public sector by differentiating between the “development models”, 
“Wagner’s law” and “Baumol’s law”. 
 [25] 
OR 
Question 2  
 
a) Using the appropriate equations and graphs, explain how an externality creates a market 
inefficiency. Show how a Pigouvian tax can be used to solve the externality.  
[25] 
 
 
 
 
Section B 
 
Question 1  
 
a) The following is an extract from the 2015 Budget on tax proposals for the upcoming fiscal year: 
 
 Nominal gross tax revenue for 2013/14 amounted to R900 billion, a 10.6 per cent or R86.2 
billion increase from the prior year. 
 The 2014 Budget projected 10.5 per cent growth in tax revenues for 2014/15. This has been 
revised down to 8.8 per cent, reflecting weaker-than-expected economic growth. 
 The 2015 tax proposals reflect government’s commitment to stabilise the fiscus, while ensuring 
that the tax system remains fair, efficient and progressive. 
 The main proposals are to raise personal income tax rates for all but the lowest tax bracket by 
one percentage point, and to increase the fuel levies by a total of 80.5 c/litre. 
 
Using the appropriate theories, including graphs or equations where necessary, critically assess 
government’s rationale behind the following tax decisions and indicate whether you would ultimately 
agree or disagree with such decisions: 
 
i. The increase of income tax and the fuel levy, as opposed to other tax instruments such as VAT 
or corporate tax. 
 
ii. The continuous increase in the Sin (tobacco and alcohol) taxes. 
 [25] 
OR 
Question 2 
 
a) Annexure A is an online article published by Health24 (11 December 2015) providing details about 
the proposed National Health Insurance (NHI). Critically discuss the NHI proposal against the 
principles of efficiency and equity. Also discuss the proposed funding implications of the proposal 
mentioned at the end of the article.    
 [25] 
 
Section C 
 
Question 1 
 
a) Consider the case of three consumers of a public good, where their respective demand functions 
are given as follows:   
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where G measures the number of units of a the good and p i is the price in Rands. The marginal 
cost of the public good is R190.  
 
i. What is the optimal level of the public good? Illustrate your answer with a graph (*Hint: 
recall the willingness to pay or demand curves drawn during class lectures) 
 
ii. Based on your knowledge of the free-rider problem and the Marginal Cost (MC) should 
equal Marginal Benefit (MB) principle, explain why the public good may not be supplied at 
all.  
 
iii. If the public good is not supplied, what is the size of the deadweight loss stemming from 
this market failure (*Hint: the graph drawn for (a) should help)  
         [25] 
 
OR  
Question 2 
 
b) SaFex, which is a South African based software engineering company, seeks to hire skilled 
personnel who can help in coding of electronics software products. It values high-ability workers at 
R12 000 a month and low-ability workers at R6 000 a month. Assume that the labor supply curve 
for high-ability workers is sHQ = 0.05(W-2,000) and that for low-ability workers is 
s
LQ = 0.015(W-
2,000), where W is the monthly wage. 
 
i. Assume that workers’ abilities are observable to SaFex. If so, what are the equilibrium 
wages the company will pay? Given the results for equilibrium wages, how many workers 
of each type (high-ability and low-ability) does SaFex hire? 
 
ii.  Assume the opposite occurs and workers’ abilities are not observable to SaFex. If so, what 
are the equilibrium wages the company will pay? Given the results for equilibrium wages, 
how many workers of each type (high-ability and low-ability) does SaFex hire? 
 
iii. What is the deadweight loss that SaFex experiences due to asymmetric information?  
 
*Hint: Important that you support your analysis with graphical illustration similar to what was shown with 
the example during the lecture on asymmetric information.  
     [25] 
 
 
Section D 
 
Question 1  
 
a) Discuss and contrast the different theoretical models tested by Husted and Kenny (1997). 
Specifically on the government services model, explain how an increase in the voting franchise 
increases government spending.  
  [15] 
 
b) Annexure B provides the results of Husted and Kenny’s (1997) study. Interpret these results and 
explain their conclusions.  
              [10] 
 
OR 
Question 2 
 
a) Annexure C shows labour supply elasticities for married men, married women and lone mothers, as 
sourced from Blundell (1992). Interpret the results and, using the appropriate graphs and 
equations, explain possible impacts of an income tax increase on work effort for these different 
groups. 
             [25] 
 
Annexure A 
 
How South Africa’s NHI will work 
 
The NHI proposes will be compulsory, will cover all citizens and permanent 
residents and will be introduced in three phases.  
 
Government’s White Paper on the National Health Insurance (NHI) proposes a single, 
compulsory medical scheme for all, with private medical schemes being reduced to offering 
“complementary services”. 
 
A central NHI Fund will buy health services from accredited healthcare providers. 
 
All citizens and permanent residents will be covered by the NHI, while a special fund will be 
set up for refugees. Documented asylum seekers will be able to access emergency care.  
 
Everyone else will need medical insurance. 
 
Launching the massive NHI White Paper in Pretoria, Health Minister Dr Aaron Motsoaledi 
described the NHI as “very, very impactful and complex”. But he warned that its introduction 
was an “ultra-marathon” not a sprint. 
 Motsoaledi also as at pains to explain that ensuring universal healthcare for all is happening 
in countries all over the world, and that there is a “moral imperative” to ensure that those who 
need healthcare the most are prioritised, irrespective of their “socio-economic status”. 
 
The NHI will be introduced in three phases, starting with preparing central hospitals to 
provide specialised services to all citizens, under the control of central government. 
 
In phase two, all those who qualify for NHI will be registered and given NHI cards. Priority 
will be given to those most vulnerable, such as mothers, small children and old people. 
 
A transitional fund will be set up to buy PHC services from certified non-specialist public 
and private providers. All “ideal clinics” will be accredited to provide primary care. 
 
Public hospitals accredited by the Office of Health Standards Compliance (OHSC), 
emergency medical services and the National Health Laboratory Services (NHLS) will also 
be contracted. 
 
Private doctors will be contracted to provide services at primary level, and this will be 
extended to healthcare providers who can assist to address “physical barriers to learning” for 
school children, such as audiologists, speech therapists, psychologists and optometrists. 
 
The Medical Schemes Act will be amended so that medical aids will only provide 
complementary services. 
 
In the third phase, working people will start to make mandatory payments and private sector 
providers such as hospitals and specialists, will be contracted to provide services. 
 
No one will be able to simply walk into a specialists’ office. They will need to “start at the 
bottom, which is why the bottom will need to be improved”, said Motsoaledi. 
 
Motsoaledi said money had to be found for the NHI and there was already R50-billion in 
primary healthcare, but that Treasury had proposed a number of options including taxes and 
increasing VAT. 
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